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Modern Movements in Investment 
II—Some World Aspects of Monetary Stabilization 
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MOST STUDENTS of monetary problems who 
discuss fluctuations in the purchasing power of 
money refer to the undesirable social conse- 
quences: the effects on unemployment, on the 
number of strikes, and on the political conditions 
resulting from instability. Herbert Hoover, Secre- 
tary of Commerce, says: ‘‘ What we all want from 
this economic system is greater stability, that 
men may be secure in their employment and their 
business.” Benjamin Strong, Governor of the 
Federal Reserve Bank of New York, says: ‘I 
believe with Mr. Henry Ford that what the great 
body of our working men most desire is security 
of employment and an adequate wage that repre- 
sents a fairly even and stable purchasing power.” 

However, we are not here directly concerned 
with the momentous social consequences of 
fluctuations in price levels, be they ever so serious. 
We are directly concerned only with the effects 
on investments. 

Two of the earliest references to the effect of 
fluctuations in the value of money (or gold) on 
investment—earlier than any mentioned in Fisher’s 
history of the literature in his “Stabilizing the 
Dollar’’—were in my “Principles of Bond Invest - 
ment,” issued in 1or11, as follows: 


For loans of long duration there is involved in this 
matter of fixity of interest a more profound question 
than mere certainty and regularity of payments—and 
that is the future purchasing power of the money in 
which interest is usually payable . . . it would be better 
if the lender by any possible system of accounting 
could exact interest of so much per cent., “in present 
purchasing power of the necessities of life.”” By such an 
impossible provision, investment would rid itself of one 
ever present speculative element that becomes increas- 
ingly important the longer the life of the loan . . . 

As long as this country maintains a gold standard, all 
American funded loans, whether gold bonds or not, are 
virtually payable in gold. If, as many people believe, 
the value, ot purchasing power, of a gold dollar will 
continue to decrease indefinitely, for decades to come, 
as it has for more than a decade past, no thorough 
study of the security for bonds can fail to consider 
the future of gold prices 


Farenthetically, what seemed impossible in 1911, 
since has partly been realized, for a “‘stabilized 
debenture”? loan was recently issued, payable, 
principal and interest, in amount of dollars varying 
according to the rise or fall of the purchasing power 
of the dollar as indicated by the index number of 
wholesale prices of the United States Bureau of 
Labor Statistics. Certain institutions now also 
pay wages based on this index, and long term leases 
have been arranged on the same principle. 

In 10911, the index number representing the 
general level of commodity prices at wholesale in 
the United States had already risen 39 per cent. 
since 1896, which was the turning point after the 
previous period of price recession that terminated 
in Bryanism, Free-Silver, Coxey’s Army, and the 
like. Yet that increase of 39 per cent., which had 
profoundly affected the domestic life of the Amer- 
ican people, the development of great corporations, 
and the course of national politics, was small as 
compared with the increase that has taken place 
since. This price level rose 143 per cent. between 
1911 and 1920, and the general average of last year 
was 62 per cent. higher than in 1911, Since the 
purchasing power of the gold dollar is the reciprocal 
of the general level of prices, this is equivalent to 
stating that the purchasing power of gold in terms 
of other commodities decreased by 28 per cent. 
between 1896 and 1011, and gold lost 59 per cent. 
of its value between 1911 and 1920; and in 1926 
gold was worth 39 per cent. less than in 1911. 

Manifestly, I did not exaggerate in 1911 the 
desirability of protecting bondholders from de- 
terioration in the real worth of their investments 
occasioned by a depreciating currency. A monetary 
condition that would protect bondholders (or the 
so-called creditor class) would do more than that— 
it would protect the people of small as well as of 
ample means who are dependent on pensions, 
fixed salaries, savings bank interest, insurance 
company payments, and other similar resources 
in times of adversity. Be it. remembered the 
foundations of these institutions are, and always 
must be, the loans—bonds and mortgages—that 
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are generally spoken of as “pure investments.” 
The technical solvency of some of these institutions 
was not merely imperilled—it was obliterated— 
for a time during the high prices and low gold 
values of 1920 and thereabouts. 

One may suppose that the data submitted as to 
the instability of the American dollar are sufficient 
demonstration of the need of further currency 
reform; but we must stress the fact that we face 
a world condition, the permanent solution of which 
calls for international codperation, because the 
tremendous fluctuations in America are trifling 
as compared with what other nations have suffered. 
In Germany a fortune of one million marks in- 
vested in the best of German bonds would not 
buy a postage stamp at the height of German 
inflation. The depreciation, which was one trillion 
to one, might as well be called extinction. In 
Austria a fortune of 20,000 crowns at the worst of 
inflation would buy only what one crown bought 
before the war. In France, Italy, and Belgium 
price levels rose from 600 to 700 per cent. in the 
same period: in England, about 200 per cent.—these 
changes corresponding to the maximum change in 
the United States of about 150 per cent. from 1911 
to May, 1920. 

One need not have read much concerning post- 
war conditions in Europe, nor possess even a 
modicum of imagination to realize the domestic, 
moral, social, financial, and political upheaval that 
these figures imply, but it is not so easily realized 
that thorough-going stabilization would have 
protected investors even under the acute post-war 
conditions that prevailed in Europe and would 
have prevented much of the rise of the post-war 
havoc. 

It will properly occur to many that in the ab- 





sence of world currency stabilization a new set of 
conditions may arise in the United States, as in 
the third quarter of, the last century, during which 
for decades the small owner and the small pro- 
prietor, the farmer, the merchant, the stockholder, 
the wage earner (in other words, the debtor class) 
will suffer as the creditor class and those with fixed 
incomes—the salaried clerks, the scholars, the 
teachers, and the clergy—have suffered since 
1896. Of the two evils injustice to debtors works 
greater hardship than injustice to creditors, 
although history is a reminder that one half of the 
world cannot long prosper at the expense of the 
other half. Therefore it is interesting and highly 
encouraging to observe the growth throughout 
the world of interest in the subject of fluctuating 
price levels and of the thought given to stabilizing 
them. 

The growth of international understanding of the 
subject is proceeding apace. Beginning with the 
resolutions, unanimously passed by the represen- 
tatives of thirty-five nations at the Economic 
Conference in Genoa in 1922, where the stabiliza- 
tion of their domestic price levels was urged upon 
the nations of the world, we find a long series of 
interesting developments of which only a few can 
be noted. 

In the previous article we quoted a great English 
bank. Paul M. Warburg, an authority of interna- 
tional repute, as Chairman of the Committee on 
Banking and Currency of the Merchants Associa- 
tion of New York, recommends that the Associa- 
tion adopt a report in which is embodied this 
statement: “‘The Association shares the view 
universally held that the interest of the country 
is served best by the greatest possible stability of 
price levels, and believes that in fashioning their 
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The chart above shows the way the general level of commedity prices, at wholesale, has fluctuated in times past, 
according to the annual averages of the index of prices of the United States Bureau of Labor Statistics, and the 
way the level of such prices will fall in the future if history repeats itself. 
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A Man With $1,000 


BOUT 20 years ago, a man with a thousand dollars 
walked inio the old office of S.W. STRAUS & CO. 


He invested his carefully accumulated surplus in a first 
mortgage security,explaining that he wished to reinvest 
the money when the mortgage was due and build up 
a permanent investment fund as a guarantee against 


the 
; old age and in order to leave something behind him. 
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Today this man has more than $50,000 invested in 
sound first mortgage securities. He has never earned 
a very large income; never made a “lucky” financial 
stroke, but he accumulated, invested, re-invested his 
interest and maturing funds and added what he could 
from time to time. Today he is known as a substantial, 
successful citizen and faces the future without fear. 
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What this man has done, you can do too. The impor- 
tant thing is to start right—choose the right invest- 
ment house and the right securities. Among our 
current offerings, yielding up to 542-6%, in denomina- 
tions of $1,000, $500, $100, carefully selected and 
thoroughly safeguarded, you will find bonds that will 


fit your needs exactly. Call or write for 
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open market and discount policy, the Federal 
Reserve Bcard and the Federal Reserve banks 
should ev-: be mindful of this aim.” 

Mr. Warburg has perhaps exaggerated somewhat 
in describing approval of price or monetary stabili- 
zation as “universal,” for many well-informed 
people have given little thought to the subject. 
Yet among American economists there are only 
three of any standing, as far as I know, who oppose 
monetary stabilization. 

Commercial and investment bankers, as a whole, 
are only just beginning to concern themselves 
seriously with the subject. For the most part they 
are still hesitant in declaring themselves, in- 
dividually or collectively. Yet there are exceptions. 
At a meeting recently held in the Paris home of 
M. Max Lazard, of the international banking house 
of Lazard Fréres, fluctuating price levels and their 
stabilization was the special topic of discussion. 
Three American state bankers’ associations have 
passed resolutions approving stabilization, as have 
the Mortgage Bankers Association of America 
and numerous associations of farmers, merchants, 
manufacturers, and credit men. 

Acomprehensive study of the International Labor 
Office, affiliated with the League, gave statistical 
demonstration that the conditions of unemploy- 
ment in various countries were directly related 





to changes in the general level of prices; and 
further, that fluctuations in the price level bea: 
ascertainable relationships to the policies of the 
central banks of these countries. 

In South Africa, a leading economist (Professor 
R. A. Lehfeldt, whose recent tragic death is a 
source of grief to his American friends and a great 
loss to this movement) proposed that an interna- 
tional commission stabilize the purchasing power 
of gold by controlling production at the mines just 
as he saw in his own country the value of diamonds 
stabilized by control of production. In Sweden 
another distinguished economist, Gustav Cassell, 
advocates the use of the powers of the central 
banking institution to promote stability in the 
purchasing power of the Swedish monetary unit, 
the krona. In Italy the former policy of general 
price reduction has been superseded by a new 
policy, enunciated in behalf of Mussolini, the aim 
of which is stabilization. The September issue oi 
the monthly Review of Midland Bank Limited, of 
London, in an article concluding a series on mone- 
tary stabilization, says: “A suitable mode of pro- 
cedure might be found in an agreement between 
theB ank of England and the Federal Reserve 
Banks to use their utmost powers to maintain 
stability in the general price level of commodities 
enjoying a world-wide market.” 














Investing by Mail 


N° MAN or woman in the United States today, who lives 
within daily reach of the postman, is out of reach of our 
Investment or Stock Departments. 











For more than thirty-nine years these Departments have served 
satisfactorily the requirements of thousands of American inves- 
tors,large and small, many of whom live far from any of our offices. 


Communications addressed to our CORRESPONDENCE DEPARTMENT 
at any of our offices will receive immediate attention 


HORNBLOWER & WEEKS 


EsTABLISHED 1888 


NEW YORK CHICAGO CLEVELAND 
PROVIDENCE PORTLAND, ME. PITTSBURGH 


Members of the New York, Boston, Chicago, Cleveland, and Detroit Stock Exchanges 
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